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KEY ECONOMIC INDICATORS: POLAND 


Foreign Trade** 


(in millions of U.S. Dollars) 74 1975 1976 


Foreign Trade Balance 16 2 ,25€ -2,862 


Exports (Total) 8,320 10,289 11,024 2 
Imports (Total) 10,488 12,545 13,886 :; 15 337 


With Non-Communist Countries -2,146 -2,673 -2,952 5 ¢ -1,780 
Exports 3,68 4,123 4428 5,241 
Imports » , 82 6,796 7,380 7,022: 


With the U.S. -214 -337 302.:; ~5 -238.1 


Exports to U.S. 5 243. 318. 9, 438.9 
Imports From U.S. 7 580. eB HF 677 
(Of which manufactured goods) 13 180. 13 : ea 


OTHER ECONOMIC INDICATORS 
Increase Over Previous Year 
1975 1976 LOTT 1978 Total 


National Income 3. OF% 7.5% 5 6% 2.3% $56.74 billion 
Steel Production 2.8% 4.0% 14.1% 7.9% 19.3 million tons 
Car Production 23.02 Vege. 29.1% - 16.6% 325,700 
Electric Power Pro- 

duction 6.1% 1g Ag 1% 115.6 billion KWH 
Cement Production 10.1% .0% 25 6% 21.7 million tons 
Coal Production 6.2% t 5% ; 3.5% 192.6 million tons 
Savings Deposits 16;1% 15.6% : 10.2% 109 billion zlotys 
Investment 16.0% 19,22 he -0.2% 597 billion zlotys 
Retail Sales 15-08) 22.6%. - 22 Tati 1109 billion zlotys 





#*#Sources: (1) Polish Foreign Trade Yearbook; (2) 1978 Trade Statistics 
taken from March 1979 issue of Handel Zagraniczny; (3) 1978 US-Polish 
Trade Statistics taken from April 1978 issue of Biuletyn Statystyczny; 
and (4) Other Economic Indicators for 1978, taken from January 31, 
1979, issue of Trybuna Ludu. 











ECONOMIC TRENDS REPORT 


POLAND 


Summary 


During 1978, Poland continued to pursue economic policies 
designed to reduce investment, slow income growth, accelerate 
production of consumer goods for the domestic market, and re- 
duce the trade deficit with Western countries. Some of these 
goals were realized, but the hard-currency trade balance did 
not improve as much as planned. 


Current Economic Situation and Trends 


The key elements in the Government's economic policy have been 
static investment spending and a slowdown in economic growth. 
National income rose by only 2.8% during 1978, although a 5.4% 
increase was planned, while the predicted growth rate for 1979 
is 2.8%. These growth rates are substantially lower than the 
9% average annual rate Poland achieved during the investment 


boom in the 1973-76 period. 


Industrial production was 5.8% higher than in 1977, one percent 
lower than planned. Production was hampered by transport and 
energy shortages which became most evident toward the end of 
the year. These bottlenecks should be alleviated somewhat 
during 1979 due to the slower planned rate of increase in in- 
dustrial output -- 4.9%. 


The entire 1979 economic plan has not been published yet, but 
portions revealed in December, 1978, call for reduced invest- 
ments along with continued restraint of growth in incomes. The 
plan also predicts continued efforts to increase housing and 
consumer goods production while Western imports are held to 

the 1978 level. The plan goals are supposed to be met through 
improvements in management plus greater labor and industrial 
productivity. But in the absence of greater material incentives 
it is not clear whether the planned results will be forthcoming 


Investment Slowdown Continues 


Total investment spending actually fell slightly (0.2%) in 1978 
for the third consecutive year of reduced growth. This is in 
sharp contrast to the booming investment growth during the 
early seventies, when 20% annual increases were common. The 





Polish Government has announced that it intends to maintain 
the investment limitations until equilibrium on domestic 
consumer goods markets and a balanced trade position with 
Western countries are achieved. Investment will decline in 
both absolute and relative terms during 1979. Investment 
expenditures should fall by over 10% to about 21% of national 
income from a peak of over 35% in 1975. 


Investment priorities will shift still further toward housing, 
consumer goods production, completion of existing investment 
projects, and new investment in urgent needs such as power 
generation and transportation. All proposed new investment 
projects involving Western imports now must be approved by 

the National Bank. 


The 1978 economic results demonstrate that the Government has 
taken firm control of investment outlays. The increased em- 
phasis on completion of projects is timely, since several 
which could contribute significantly to the Polish trade 
balance are behind schedule. Emphasis on achievement of 
construction goals will contribute to pressures on that 
sector. 


Consumer Goods Production Rises 


Retail sales increased by 7.7% during 1978, buoyed by an 
8.2% rise in sales of food items. The value of sales of 
other consumer goods rose 6.5%, but that figure includes 
substantial price inflation in some areas. A particularly 
bright spot for Polish consumers was improved supplies of 
durable goods which were made available on installment 
credit. Better supplies of consumer goods are supposed to 
be assured through a shift of resources from investment to 
consumer goods production. 


Income and Wages Increase Nominally 


Monetary wages were up 6.7% in 1978 while real income rose 
only 1.3% due to an 8.5% rate of growth in the cost of living. 
Rapid growth in social-welfare-related transfer payments 
boosted personal incomes during the year. 


The Polish Government intends to continue its policies of 
economic restraint during 1979 by holding the growth of 
national income to only 2.8%, although total consumption 
is forecast to increase by 3%. It is clear that a fall in 





average real incomes is expected, since the government also 
predicts an inflation rate increase of "several percent.” 
The plan is to reduce consumer demand and thereby improve 
the situation on the overheated domestic consumer goods 
market. It is also hoped that reduced consumer demand will 
indirectly alleviate the widespread discontent over short- 
ages. 


Improved Hard-Currency Trade Position 


Poland succeeded in reducing its convertible currency trade 
deficit with capitalist countries from about $2.2 billion 

in 1977 to about $1.8 billion in 1978. Imports from developed 
countries fell 2% from 1977 levels because of continued cur- 
tailment of machinery and equipment imports. 


Polish exports to non-CEMA countries during 1978 increased 
7-6%, continuing the slowdown in expansion of the export 
growth rate begun in 1977. Inability to produce sufficient 
quantities and to improve quality of export goods, along with 
growing Western protectionism, have been cited as an explana- 
tion by Polish officials in published remarks. An article 

in the March 1979 issue of Handel Zagraniczny reports that 
increased competition from developing countries and other 
communist states was also an important factor in restraining 
Polish export growth to developed Western countries. 


The Government's import reduction policies have probably 
already achieved the maximum attainable short-term effect 
without damaging production capability or threatening 
Poland's other economic goals. In the meantime, Polish 
trade with CEMA countries grew rapidly during 1978, rising 
by about 10%. A further 10% rise in trade turnover with 
CEMA partners is planned for 1979. 


Increased trade with CEMA countries may enable Poland to 
maintain its restrictions on imports from the Industrialized 
West while achieving the moderate economic growth that is 
planned. Imports of most industrial raw materials were 
either static or declining during 1979. Substantial import 
increases occurred in grain and fodder (55%), foodstuffs 
(12%), pharmaceuticals (20%) and textile machinery (18%). 


Oil supply is becoming a serious problem for Poland. About 
75% of the country's petroleum consumption is provided by 
the USSR under long-term contract at prices somewhat below 





the world price. Domestic demand is growing, however, because 
the country is rapidly becoming motorized and also because of 
petrochemical industry requirements. But Poland cannot afford 
the drain on its hard currency reserves which increased imports 
from OPEC countries require. 


Imports from LDC's grew by 16% in 1978 due to increased prices 
for oil and raw materials while Polish exports to these coun- 
tries fell by 0.9%. 


The Polish Government has announced that imports from Western 
countries will be held to the same level in 1979 as in the 
previous year. Some improvement in Poland's terms of trade 
in 1979 is expected because of strengthening world prices for 
copper and coal, two of the country's most important export 
products. 


First Quarter Results for 1979 


Complete statistics for the first quarter of 1979 have not 
yet been published. However, press reports and statements 
of Polish officials support the view that severe winter 
weather, accompanied by power shortages and transport prob- 
lems, resulted in a 2% fall of production in comparison 
with the first quarter of 1977. Losses of output were 
greatest in the chemical industry, transport, and in con- 
struction where only 16% of the plan was fulfilled. Losses 
in the hardest hit economic sectors probably will not be 
recouped, making achievement of the 1979 plan doubtful. 


First quarter foreign trade results also suffered as a re- 
sult of the severe winter. Exports were up only about 5% 
while imports remained nearly the same as during the first 
quarter of 1977. The result is a first quarter hard currency 
trade deficit of $189 million, much higher than planned. 


Implications for U.S. Firms 


The 1979 plan puts the highest priority on modernization of 
agriculture, expansion of the food processing industry, 
housing construction, and improvement of the transport and 
electrical power networks. A number of U.S. firms are leading 
contenders for any project in these areas. A deputy chairman 
of the Planning Commission has said that extensive opportuni- 
ties exist for industrial cooperation and joint ventures in 
these fields. Opportunities are available for projects in 





coal gasification and liquification, housing construction 
technologies, consumer goods production and especially 
manufacture of household articles like wallpaper, carpets 
and furniture. 


In heavy industry the metallurgical and energy sectors 

will receive high priorities during the next two years. 

A major project to install a cold rolling mill at Huta 
Katowice, Poland's largest steel complex, is still under 
consideration. In addition, Poland is seeking Western 
business partners to supply technology for offshore oil 
exploration, coal gasification, and advanced mining methods. 


Equipment and processes to reduce energy and materials con- 
sumption by industry will also be required. Polish industry 
generally consumes considerably greater quantities of these 
inputs per unit of output than Western or even other CEMA- 
country industries. One example is evident in the Polish 
construction sector, where very little insulation is built 
into units which also use very high quantities of cement 

and steel for any given building size. 


The necessity for reduction of Poland's balance-of-payments 
deficit and conserving scarce hard currency balances probably 
will result in continuation of curtailments in imports from 
the United States. Financial prerequisites for any major 
new project in Poland are more stringent than ever. The 
local end-user must prove that all capital and interest 
costs of a project will be self-amortizing. Credit for a 
project must include funds to cover 100% of costs plus up 

to 20% of that amount to cover local construction costs. 

In at least one case, the Polish government has demanded, 
and received, "untied" credits equal to the value of an 
entire large project. New projects will generally not be 
approved if the result will be net hard currency outflows 
during any year of their realization. In addition, other 
credit terms such as grace periods, interest rates, and 
length of repayment are carefully scrutinized before a 
contract is established. Consequently, assemblage of a 
comprehensive and competitive credit package is often as 
important as price or quality for concluding business trans- 
actions with Polish buyers. 


Polish economic officials generally stress that excellent 
prospects exist for cooperation between Polish and U.S. 





firms. U.S. Embassy personnel have been repeatedly told that 
the Polish Government encourages such relationships. There 
are several successful examples of industrial cooperation 
with U.S. firms, including production of construction equip- 
ment with International Harvester and light aircraft with 
Piper Aircraft. An agreement was signed during 1978 between 
GE and Predom for cooperation in production of small electric 
motors for appliances. The technology plus management and 
marketing skills U.S. firms can offer make such arrangements 
attractive to Polish industry. 


Foreign Investment 


The Polish government recently passed a new law governing 
establishment of joint-equity ventures with Polish partners. 
Foreign participation in such ventures is permitted to the 
extent of 49% ownership of equity. Enterprises established 
under the law must have a Polish director and they are ex- 
pected to result in significant savings of materials and/or 
labor. In addition, entrepreneurs must demonstrate that 
such ventures will generate a positive trade balance with 
hard currency countries. All the details of the joint- 
venture law cannot be addressed here, but codification of 
the Polish regulations will be an important step toward re- 
moving some of the uncertainty facing Western businesses 
which are interested in Poland. 


In recent months the Polish Government seems to have been 
scrutinizing U.S. business offices more closely, to ensure 
that they conform to the scope of activities permitted under 
their operating licenses. 
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